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The automobile industry has been a prominent industry in Thailand‟s economic 
development. Thailand's aim is to become the main production and export center in 
Asia, otherwise known as the "Detroit of Asia", to achieve this Thailand requires 
major inputs of foreign direct investment (FDI) as a source of investment to drive 
growth. Indeed, FDI contributes to the development and competitiveness of the Thai 
automotive industry. Thus, Thailand has used various measures to attract foreign 
investment in order to reach its future goals. However, several other countries also 
focused on political and economic measures to attract foreign investment domestic 
economies. The purpose of this study is to investigate the key factors influencing 
foreign direct investment in the automobile industry in Thailand. The data that has 
been collected is related to the automobile industry in Thailand including the 
measures attracting foreign direct investment in automobile's in Thailand, to use this 
for supporting the data in terms of investment in the automobile industry in 
Thailand. What is more, our paper is based on the factors influencing foreign direct 
investment in the country's automobile industry; non-farm gross domestic product, 
loans and lending in the past years, export value, exchange rate, minimum wage 
rates, domestic cars sales, and government budget on economics. The study takes 
the time series data from 1995-2014 , the total of 20 years have been used as a tool 
in undertaking our multiple regression analysis. We found that these factors are 
associated with foreign direct investment in the same direction. The non-farm GDP, 
export value, minimum wage rates, and government budget on economics are the 
most influential factors. The results can be used by the relevant authorities as 
guidelines for determining the measures and policies to encourage foreign 
investment. 
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Chapter 1 Introduction 
1.1 Background 
As its capabilities for the continuous industrial development, Thailand has a wide range of 
prominent industrial sectors in country‟s development, such as automotive and automotive parts 
industry, electronic industry, electric appliance industry, petrochemical and plastic industry, 
rubber industry, and seafood industry. Focusing on the automotive and automotive parts 
industry, which is considered to be the essential pillar of Thailand's economy, first started 
manufacturing cars locally in 1961 and exported cars to foreign countries for the very first time 
in 1989. Currently, Thailand is an automobile-manufacturing base for exporting globally. Also, 
Thailand aims to become major automobile manufacturing hub for exports, known as the 
"Detroit of Asia". 
Based on the goal mentioned above, the government has issued various supporting measures, 
such as the automotive tax restructuring, investment promotion from the Board of Investment 
(BOI), or the environmental friendly automobile production supports project according to 
automobile fuel economy standards (Eco - Car). These can drive continuous growth rate in Thai 
auto sector, with total auto production of 2,457,057 units (FTI) worth of 754.22 billion baht 
(approximately US$ 23.57 million) in 2013, resulting in ranking Thailand as the world's 9th 
automobile manufacturing hub (Automotive Institute) and investing more than 17 percent (120 
billion baht or US$ 4 billion) of the total investment. In addition, automobile industry also 
stimulates downstream industries include petrochemicals, steel, electrical & electronics, rubber 
& plastic, and so on and so forth. 
Such successful scheme can encourage the growing interest of foreign investors, such as Japan, 
USA, Germany, India, and China, all of which are interested in relocation their production bases 
in Thailand. Also, in 2015, the formation of the ASEAN Economic Community (AEC) as a 
single market of 10 countries with population of 600 million people, and Thailand as a leader of 
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transportation hub of ASEAN, which both domestic and international investors had expressed an 
interest for investments. However, other nations also promote various measures and incentives to 
aim at attracting foreign investors to invest in their countries, and show the highlights and goals 
of their own. For example, Chinese automobile sector is growing very fast and is poised to make 
its dent in the international trade area very soon with a particularly strong position in the 
component sector.  India, on the other hand, is consolidating its position with strong domestic 
market and external demand. The Indonesian automobile industry is essentially an assembly 
industry dominated by the major Japanese car manufacturers, but also increasing its exports. 
(Asia-Pacific Research and Training Network on Trade, 2007) Moreover, in the last 10 years, the 
country has changed some of the factors affecting foreign direct investment, such as the 
minimum wage, interest rate, and Thai Baht currency exchange rate.  
Table 1: 10 years of average minimum wage in Thailand 
Year The minimum wage (THB) Annual growth rate% 
2004 139.66 0.98 
2005 148.12 6.05 
2006 149.35 0.83 
2007 153.99 3.11 
2008 162.08 5.25 
2009 162.08 0.00 
2010 165.31 1.99 
2011 173.53 4.96 
2012 245.04 41.21 
2013 300 22.43 
*Source: Ministry of Labor 
These factors influence the foreign direct investment. Its purpose is to study the key factors 
influencing foreign direct investment in the automobile industry in Thailand in order to set the 

















Automobile industry is a prominent industry in Thailand‟s economic development since it was 
estimated that investment in automobile industry is up to 5% of GDP, with its total export value 
of more than 7 billion baht (US$ 233 million). Besides, automobile industry is also associated 
with many industries, such as petrochemical industry, rubber industry, and plastic industry. Thai 
government provides policies, and economic incentives to encourage the automobile industry in 
the country. However, because the automobile industry depends enormously on the foreign direct 
investment, measures are set up to attract and retain foreign direct investment into the 
mainstream. In the past, Thailand was very successful in taking measures to attract international 
investors. This could be seen that several vehicle manufacturing companies from Japan, USA, 
Europe, India, and China launched their production bases in Thailand. The country also ranked 
9th in the world for car manufacturing capacity. However, under the current competitive 
conditions, many countries have used various measures to attract foreign investors. In 2015, the 
opening of ASEAN Economic Community (AEC) will allow the free movement of labor and 
capital among member countries. Therefore, some strategic competitive measures must be 
adopted so that the country can continue to attract foreign investors in the future. 
This study is intended primarily to investigate the various factors influencing foreign direct 
investment in the auto industry by collecting data from various sources. The collected data is 
then analyzed using equation econometric analysis. After the study, we would make aware of the 
factors that influence foreign direct investment in the automobile industry in Thailand, leading to 
set up measures by the relevant authorities in order to comply with the changing conditions of 
the industry. 
In addition, this study can also be applied to investigate the strengths and weaknesses, and 
factors influencing foreign direct investment in Thailand's competitive status and the key 
challenges the industry faces. The useful information can be used to determine the direction of 














The Factors Influencing Foreign Direct Investment in the Automotive Industry in Thailand 
4 
 
1.3 Overview of study 
In this paper, we collect the data related to the automobile industry in Thailand, which includes 
measures attracting foreign direct investment in automobile industry in Thailand, and to use this 
as a tool to support the data in terms of investment in the automobile industry in Thailand. The 
data used is based on secondary data, and the variables consist of values of foreign direct 
investment in automobile industry, non-farm gross domestic product, the commercial bank 
lending to the automobile industry, export value in automobile sector, cars sold domestically, 
Thai Baht – US. dollar currency exchange rate, the minimum wage rate, and government budget 
on economics. All the information is collected from several relevant sources, which include 
Bank of Thailand and Ministry of Commerce as the main data. Based on 20 years of data sets 
starting from 1995 to 2014, the study does multiple regression analysis. We found that these 
factors are associated with foreign direct investment in the same direction. Plus, the study found 
that Non-farm gross domestic product, export value in automotive sector, minimum wage, and 
government budget on economics are the most influential factors. 
 
This study uses the data 20 years periods 1995-2014 divided monthly, which are the periods that 
mark the beginning of cars manufacturing periods, the economic crisis, and the promotion of 
transferring manufacturing car factory constructions in order to become “Detroit of Asia”. 
Nevertheless, during the periods Thai government has also increased the minimum wage, which 
they may meet competitive problems from neighbor countries. Still, the most significant variable 
affecting foreign direct investment in Thailand is the establishment of ASEAN, which has lead to 
the economy becoming more opened in several ways in terms of finance, manufacturing, and 
labor. These changes have caused a big change in the structure of the country‟s automobile 
industry.  In this study we examine the data one year prior to the birth of the ASEAN economic 
community 1 year only; that means the data used is valuable in the short term. Due to these 
limitations, the reader is advised to return to the subject after 2015 when the ASEAN Economic 
Cooperation comes to its complete integration. It is the opinion of this paper that Thailand will 
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Chapter 2: Literature Review 
2.1 Foreign Direct Investment Context 
Kindleberger (1966) said that foreign direct investment is a type of international moving process 
by the fund owner. Capital movement may be in the forms of bonds, trading securities, short-
term credit, and foreign direct investment. The difference between direct investment and 
international capital mobility is that foreign direct investment, through management, techniques, 
and academic affairs control, is controlled and managed by fund owners. In some cases, foreign 
direct investment may not necessarily having a high level of international capital mobility 
because some investors borrow the investment money from the local market, or simply takes 
from venture capital investments. In addition, foreign direct investment may come from two 
simultaneous directions; for instance, Japanese firms invest in Europe and vice versa. In contrast, 
other types of international capital mobility could depend on the differences between the interest 
rate and the lack of capital available from the host country. Thus, capital flows tend to be moving 
in the same direction - a source of large amounts of funding to a source of small amounts of 
start-up funding. 
Kaongam (2004) stated that the initial concept of foreign direct investment is a transfer of capital 
from one country to another defined by the international interest rate. The country with the lower 
interest rates will need to move the capital to other countries with higher interest rates by fund 
owners, possibly in forms of bonds, trading securities, as well as to invest directly in the 
enterprises. 
Soderten (1970) found that the mentioned two-way direct investment usually occurs among 
developed countries, but very few naturally occurring for direct investment between developing 
countries to developed countries. With direct investment in developing countries, the transfer of 
capital from developed countries is mainly the form of securities investment. Therefore, it can be 
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Jitt (2011) made a research on factors influencing foreign direct investment in Thailand found 
that factors influenced overseas direct investment in Thailand include gross domestic product 
(GDP), foreign currency exchange rate (FX), and foreign direct investment. In recent years, these 
factors are found to be correlated statistically with FDI in the same directions, and the average 
minimum wage rates (W) is related at a statistically significant to foreign direct investment in the 
opposite direction. 
Wongpit (2006) analyzed in their research analyze the impact of FDI on manufacturing exports 
in Thailand. The objectives of this paper are to examine the impact of FDI on manufacturing 
export and to investigate whether FDI substitutes or complements manufacturing export from 
source countries to Thailand. The extended gravity model is the main model in this paper. The 
exchange rate and tariff are included in the model in order to find the impact of these factors on 
manufacturing export. The results show that FDI has a positive impact on manufacturing export 
from Thailand to other countries. In addition, FDI is complemented by manufacturing export 
from source countries to Thailand. 
Borensztein, et al. (1995) conducted a research on the impact of economic growth from FDI. 
Data, collected from 69 developing countries through International Monetary Fund (Financial 
Statistics), consisted of the Geographical Distribution of Financial Flows to Developing 
Countries and FDI. 
The model that Borensztein, et al. (1995) set up was as follows: 
                     ( )               
Where: H is human capital, Y0 is initial GDP per capita and X is a set of other variables that are 
frequently included as determinants of growth in cross country studies. 
The results they have found out are very promising, stating that FDI is very important in the 
transferring of technology, which inevitably stimulates more growth and investment. The results 
further show that the increase in investment in the economy, which suggests that the prevalence 
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instrumental variable method in order to at least minimize the endogeneity problem, which is in 
accordance to the principle. 
There was a comparative study of China and India on the impact of FDI on GDP by Agrawal & 
Khan (2011), in which they used an OLS regression method. The data they have used obtained 
from United Nations Conference on Trade and Development. Their model is as follows: 
         ( )    ( )    (   )    ( )    
Where: K is Gross Capital Formation, L is labor force and H is human capital. 
The results they have obtained separates into 2 parts, the one involving China and another with 
India. They found that 1 percent increase in FDI would result in 0.07 percent increase in GDP for 
China and 0.02 percent increase in India. 
2.2 Automobile Industry FDI Context 
Chung, et al. (2003) stated that inflow of FDI by Japanese firms increased competition pressure 
in automobile assemblers and automotive parts. Productivity is improved by competition 
pressure by Japanese firms. Eisenhower (2008) studies what factors influence the decision of 
automobile‟s company to invest in Mexico with focus on contemporary FDI in car, light truck 
assembly, vehicle components manufacturing and assembly by collecting of both interviews data 
and industry reports and journal. They use methodology GE Matrix to determine the industry 
attractiveness for the Mexican automobile industry. The result was that the obstacles of Mexican 
automobile industry were the Mexican tax structure, language barrier, exchange rate fluctuations, 
and financing difficulties. It is shown that large auto parts companies and tier-1 supplier‟s 
greatest motivation for FDI in Mexico probably because they are following major clients. In 
addition, Mexico has a large pool of skilled workers and semi-skilled workers. Nonetheless, 
there are some hindrance such as poor road infrastructure, relatively high level of corruption, and 
unreliable energy to inputs in this automobile sector. 
Rajesh and Dileep (2013) study the foreign direct investment in Indian Automobile Industry has 
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liberalization of government policies regarding FDI in India‟s automobile industry has increased 
the scope of this industry. The first FDI player in the Indian automobile industry was Suzuki. In 
1980s, this company entered into a joint venture with Maruti Udyog, a state run enterprise. The 
Indian government permitted this company to enter the Indian automobile market in 1983. In 
1991, the government of India liberalized its policies regarding the automobile industry of 
India‟s Foreign Direct Investment in the automotive industry of India was permitted.  In 1993, 
FDI was also allowed in the passenger car segment of Indian automobile industry. The paper 
analyzes the progress made through FDI in Indian automobile industry.  
Bloodgood (2007) examines FDI in India by discussing specific investment activities of 
multinational corporations in India in terms of a wide range of countries and industries. 
Moreover, She also presented one of case study is examining global FDI in India automobile 
industry. She used FDI data of passenger vehicle manufacturers in 2002-2006 to examine the 
factors contributing to the influx of FDI to the Indian automotive sector. She mentioned that the 
key to continual growth of FDI in this sector is to expand the domestic market, which will further 
develop India as automotive export hub. However, the obligation on improvement to the 
transportation infrastructure and steel probably make it a little difficult for India to meet its AMP 
targets. Another problem is the supply of fuel for motorists in India. And the government 
policies are also impacted on their investment decisions. 
Wang, L. et al. (2013) conduct a research, which analyzes the Changing Dynamics of foreign 
direct investment in China‟s Automotive Industry.  Most of these investments have developed in 
the form of joint ventures with Chinese state owned enterprises (SOEs). This paper contributes to 
the current literature by studying the effect of foreign direct investment (FDI) on the productivity 
of the automotive industry in China using panel data during the 1999 –2008 period; channels 
through which FDI may directly and indirectly affect the productivity are investigated using 
pooled ordinary least squares model (OLS) and fixed effects model (FE) to estimate  the  
influence  of  FDI  on  productivity  in  the  automotive  industry.  The results suggest that FDI 
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modify its policies and practices in order to improve the productivity of such a key industry in 
the Chinese economy. 
Anastasova and Nenovski (2011) study the various drivers and determinants that influence 
foreign carmakers to invest in China‟s auto industry in order to analyze widely the Chinese 
automobile industry through PESTEL and Porter‟s five forces analysis. They found that the 
world‟s three biggest automobile manufacturer: General Motors, Toyota, and Volkswagen; their 
market size and growth are the main driver for their FDI, and Chinese government implemented 
political incentives in the automobile industry. They analyzed that sustaining and improving of 
the world‟s three biggest automobile manufacturers: General Motors, Toyota, and Volkswagen. 
They should anticipate consumer demand and their preferences as well as make a thorough 
contemplation on investing in new energy vehicles to conform with the Chinese government‟s 
„environmental friendly‟ policy. 
So far as the Thai case is concerned, Sompanphae (2007) studies of factors affecting foreign 
direct investment decision in Thailand‟s automotive industry shows that an increase of 1 million 
baht (equivalent to approximately US$ 34,000) of the gross domestic product in the country will 
lead to an increase of 39.17 million baht (US$ 1.22 million) of the direct investment in 
Thailand‟s automotive industry. Besides, an increase of 1 million baht (US$ 31,250) of money 
loans and bank loans through the automotive industry financing program in the past year can 
result in foreign direct investment on automotive industry in Thailand increased by 270,000 baht 
(US$ 8,437). However, an increase of the minimum wage in a nuance of unit change could result 
in direct investment abroad of automotive industry in Thailand fell by 1,194.27 million baht 
(US$ 37.41 million), and an increase in the value of exports of 1 million baht (US$ 31,250) can 
make statistically significant result in the foreign direct investment of the automotive industry in 
Thailand increased by 120,000 baht (US$ 3,750). 
According to Kasornbua (2010), the study of factors that influence exports in the auto industry 
and forecast using annual secondary data and annual time series, total of 15 years, in five 
international markets, it shows that automotive industry had disproportionately much larger 













Degree papers are in the “Xiamen University Electronic Theses and Dissertations Database”. Full
texts are available in the following ways: 
1. If your library is a CALIS member libraries, please log on http://etd.calis.edu.cn/ and submit
requests online, or consult the interlibrary loan department in your library. 
2. For users of non-CALIS member libraries, please mail to etd@xmu.edu.cn for delivery details.
